THE GUARANTEE COMPANY 
of NORTH AMERICA 


TO THE SHAREHOLDERS 


The closing comment in last year’s report, ‘‘the purpose of your directors — a 
profitable and encouraging year for both agents and staff, and a reasonable 
return for the shareholders’ investment”, has been partially attained. Although 
inflation in Canada has been restrained, the current rate together with the 
critical increases of the previous four years and the unprecendentedly high 
awards by courts has necessitated further adjustments to the provisions for 
outstanding claims of prior years. Such increases in claim costs for former 
years have substantially affected the current year results. 

During 1976 a concerted effort resulted in the reduction of the number of 
outstanding claims. Continuing vigilance on the part of personnel to bring 
claims to an equitable settlement as quickly as possible will give improved and 
more accurate results in succeeding periods. 

Planned corrective measures taken have made it possible to re-establish an 
underwriting profit. This underwriting profit, with the income from invest- 
ments, has resulted in a net income before taxes of $2,069,288. 

The paid-in capital was increased during the year by the final instalments 
related to the rights issue offered in 1975. The total paid-in capital, including 
the contributed surplus, is $2,164,556, which, with retained earnings, provides 
a shareholders’ equity of $9,639,690 as at December 31, 1976. 

After an absence of six years, a modest dividend of fifty cents per share has 
been declared payable to shareholders of record February 7, 1977. 

The Company was brought under the enforcement provisions of the Anti- 
Inflation Act and Guidelines, effective April 15, 1976, for its property and 
casualty business. It is unfortunate that an industry which suffered historically 
high losses during the acute inflationary period of 1973, 1974 and 1975 should 
be restrained from replenishing its depleted equity. The insurance industry, 
controlled by governmental regulations and disciplined by competition, does 
not have “‘excess revenue” but rather, a correcting of prior years’ losses. Should 
a return to high inflation occur with a continuance of the Anti-Inflation Act 
provisions, the effect on the solvency of many fire and casualty insurance 
companies could be catastrophic. 

We are indeed fortunate to be supported by a staff exemplary in the industry, 
whose conduct and efficiency are reflected in the support of a valued agency 
force. It is with confidence that your directors approach the coming year. 


President 


AUDITORS’ REPORT 

To the Shareholders of 
The Guarantee Company of North America 

We have examined the balance sheet of The Guarantee Company of North 
America as at December 31, 1976 and the statements of income and retained 
earnings for the year then ended. Our examination was made in accordance 
with generally accepted auditing standards, and accordingly included such 
tests and other procedures as we considered necessary in the circumstances. 

In our opinion these financial statements present fairly the financial position 
of the company as at December 31, 1976 and the results of its operations for the 
year then ended, in accordance with generally accepted accounting principles 
applied on a basis consistent with that of the preceding year. 


Montreal, Canada THORNE RIDDELL & CO. 
February 22, 1977 Chartered Accountants 
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BALANCE SHEET AS AT DECEMBER 31, 1976 


(with comparative figures for the preceding year) 


SS PNA RT EBT EIN SRE I OTT SSE SS gE a RD 


ASSETS 


Gashand short-term imvestmentS .........s.e.eceees 


Accounts receivable 


Accrued investmentincome ....................4. 
ANCETE Es Ge cend BO ROE Oe ee ee ee 
Otheninsurersiaateas neeeasi hehe rs es lea acces 

ETP tesa Ocul He RCRA ASIC TS NCI TE EET re 


Long-term investments (note 1) 


Banadsancsaepentures sein ees ei oe ee ee 
SHALOS Mee ee ee Aer Bee oe hg 
MOTT GAG CS nee atte rote cnee ots hess, nee cisi clon orenchane oe ehetene 
Rea les tateun er ryiacinn. caters ptie teen ee actein 


Fixed Assets 


Office furniture and equipment, atcost ............ 
Less accumulated depreciation ................... 


Leasehold improvements at amortized cost......... 


Deferred premium acquisition costs (note 2) .......... 


LIABILITIES 
Accounts payable 


Otheninsurerswere | wre eee ens nae 
IPPON LAX Caer eee ert ee erates ey oar nti 
EnaCometaxese merrier tre tee ok ote te are nae ree alas 
COLNE eee ee Ete a tik inn lies agar: 


linpaidiclaims@encec mpm nare Gaetan ares 
Waeamedipremitimsmrree rect hte srerenne 


Deferred income taxes (note 3) ..............00eeeeee 


SHAREHOLDERS’ EQUITY 
Capital Stock (note 4) 
Authorized 200,000 shares at $5 
Issued: Fully paid 187,147 (1975 - 151,527) 
Not fully paid ( 35,620) 


Contributed surplus (note 4) .............0. eee eee 
Retained earnings (notes) 201 ye sscieioe ne stein ie 


APPROVED BY THE BOARD: 


Director Lt Saage 


Y : ae A 
Director odes 


1976 


$ 1,584,110 


361,873 
3,526,517 
445,806 


38,340 


4,372,536 


9,035,770 
18,949,961 
109,244 


211,118 
28,306,093 


298,069 


210,287 


87,782 
17,217 


104,999 
2,206,456 
$36,574,194 


$ 320,033 
198,289 
11,603 


847,831 


1,377,756 
13,044,525 


11,032,282 
25,454,563 
1,479,941 


935,735 
1,228,821 


7,475,134 
9,639,690 
$36,574,194 


1975 


$ 855,112 


310,366 
3,170,282 
808,910 
328,490 
44,754 


4,662,802 


11,577,011 
10,984,571 
133,214 


214,951 
22,909,747 


282,092 


188,341 


93,751 
24,628 


118,379 
2,017,164 
$30,563,204 


$ 434,313 
73,236 
82,232 


303,061 


892,842 
10,826,989 


10,085,820 
21,805,651 
851,128 


882,163 
982,391 


6,041,871 
7,906,425 
$30,563,204 


STATEMENT OF INCOME 
YEAR ENDED DECEMBER 31, 1976 


(with comparative figures for the preceding year) 


1976 
GROSS PREMIUMSIVWREL LE Nimeiineierericicet eran ee eis $26,513,929 
NEE ERE MEWMSIVWIRG Int b Nannisee onisiacne eae sae $22,904,492 
REVENUE 
Premiums Garned cereiecii.: hrcian tite cee ie ie, enters $21,476,031 
Investment income 
Bond and debenture interest and amortization (note 1) 982,188 
Di Vic CNL CS Bsa hoe tee ee ee ee eis EO a 1,070,080 
assesion'shares (note 1)meae ayo erent eee (319,164) 
Mortgage in Come: acu. escracts eine vs Gh kesmie ire gener ee 10,756 
Rental incom ee parma ek eich roe aioe Eee 37,328 
CORT ET rt antes care hota Mares GAG AA om ee ee rae 8,721 
1,789,909 
FL OTAGREV EN Hiteetatery fas cn cciet tit cccacie eee Atos eens 23,265,940 
EXPENSES 
Glaims incurred wens meena tino. en eco ea aes 14,279,431 
COMMISSIONS wet ee essa ee aoe ee 4,249,272 
Promuntaxesertacmee tae iri cntor seat arin on ie eine 535,637 
Other underwriting and administrative ................ 2,047,279 


UNV.EStINEUTS tenn me tet ke eee hce ci ae ee rac ere ane 85,033 


21,196,652 
INGOME: beforentucome taxes ascitic rele ee 2,069,288 


Income taxes 
GuITen bay. meer ete Re era are a ce Pe eS ie aaa, 


Daterred(reduction)\(notes) enema eee 628,813 
636,025 
INEEINGOMUEN a aced eree een niente ye tare nay Tareas eats $ 1,433,263 


STATEMENT OF RETAINED EARNINGS 
YEAR ENDED DECEMBER 31, 1976 


(with comparative figures for the preceding year) 


UNAPPROPRIATED RETAINED EARNINGS bah Hh Roe 
Balance at beginning of year 
ASipreviouslyvistatedmcmmy apie riete nacre an tae 
Prior years’ adjustment of deferred 
AN COME tAXOS Fa evans hes He oe eee aac eestor eet mone esa 


$5,673,352 


As Testatedmyata iam tr oan en sae oe 5,376,224 
INGRINCOMG IN oe ee enc eres ee cee ee 1,433,263 
6,809,487 
Transfer to guarantee bond reserve ..............0.e05: 195,333 
Balancevat end of. year wens tsa ene eee an een: 6,614,154 
APPROPRIATED RETAINED EARNINGS 
Balance at beginning of year ac. Pa. sec ween» oy He 665,647 
Transfer from unappropriated retained 
earnings to guarantee bond reserve ...............+5. 195,333 
Balance at ond Of Vear \sauiss.statia. ese Sos Oe aes es 860,980 
TOTAL RETAINED EARNINGS ........ Boies Faire aie Abeer $7,475,134 


1975 


$21,512,567 


$15,362,976 


$15,257,481 


577,480 
732,748 
(250,424) 
12,966 
36,666 

9,447 


1,118,883 


16,376,364 


10,620,748 
3,715,204 
383,905 
1,026,916 
68,901 

___ 505,795 


16,321,469 
54,895 


88,970 


(411,434) 


(322,464) 
$ 377,359 


1975 


$5,351,682 


(297,128) (300,562) 


5,051,120 
377,309 


5,428,479 
52,255 


5,376,224 


613,392 


52,255 
____ 665,647 
$6,041,871 


NOTES TO FINANCIAL STATEMENTS 
December 31, 1976 


1. LONG-TERM INVESTMENTS 


The values stated for long-term investments are as follows: 


(a) Bonds and debentures, having a cost of $8,789,932 (1975 - $11,406,386) and quoted market value of 
$8,070,487 (1975 - $10,175,691), have been accounted for on the “deferral and amortization” 
method. Under this method, realized gains and losses on disposals are deferred and amortized over 
the period to maturity of the security sold. The unamortized portion of the realized gain or loss is 
included in the amortized value of bonds and debentures. 


(b) Shares, having a cost of $20,200,419 (1975 - $11,909,565) and a quoted market value of $18,710,216 
(1975 - $9,789,206) have been accounted for on the “fair value” method. This method allows for a 
ames movement towards current quoted market values, whereby the shares are valued on a 

ive-year moving average of market values. 

(c) Mortgages are accounted for on the same basis as bonds and debentures held as long-term invest- 
ments. 

(d) Real estate is stated at cost of $266,864 (1975 - $266,864), less accumulated depreciation of $55,745 
(1975 - $51,913). This real estate is included under the caption of investments since its main 
parpaee is one of investment. Depreciation on building has been calculated on the declining 

alance basis at a rate of 5 per cent. 

Income from long-term investments has been accounted for as follows: 


(a) Bond and debenture interest and amortization includes interest earned and amortization of dis- 
counts or premiums arising from purchases other than at par values and amortization of realized 
gains and losses on security disposals as described above. 

(b) Losses on shares includes eae in fair values, as described above, and amounts received on 
disposal that are in excess of or less than fair values at the end of the preceding period. 


(c) Rentals include an amount of $13,656 (1975 - $13,656) representing an occupancy charge in respect 
of space used by the company. 


. DEFERRED PREMIUM ACQUISITION COSTS 


These represent agents’ commissions, premium taxes and certain other underwriting expenses which 
relate directly to acquisition of premiums. These costs, to the extent that they are considered to be 
recoverable, are deferred and amortized over the term of the related premiums. 


. INCOME TAXES 


Deferred income taxes account comprises the following: 


1976 1975 

Deferred income tax credits arising 
from claiming for tax purposes 
acquisition costs on unearned premium ................-e0seeeee $1,071,676 $ 988,410 
Deferred income taxes charge arising 
froma 975jlossicarry-forward sama ses eer en ee nate nee eee eerie (450,953) 
Deferred income tax credits arising from 
claiming for tax purposes guarantee 
botid reserve sai. cielactieii eee oe ee ee 418,179 326,167 
Deferred income tax charge arising from 
depreciation claimed in excess of 
capital cost/allowances:.cae wesc cinvactanent oder cee a ea (9,914) (12,496) 

$ 1,479,941 $ 851,128 


In addition the company has unrealized losses on long-term investments of $1,004,620 (1975 — 
$754,369), the tax effect on which has not been recorded in the accounts. 


. CAPITAL STOCK AND CONTRIBUTED SURPLUS 


In 1975, the company received subscriptions for 53,427 shares at the subscription price of $28, of which 
$5 was capital and $23 was credited to contributed surplus. The balance due on 35,620 shares at the end 
of 1975, was received during the year. 


. APPROPRIATED RETAINED EARNINGS 


Appropriated retained earnings at the end of the current and preceding year consisted of a special 
reserve in connection with fidelity and surety guarantee bonds outstanding. 


. ANTI-INFLATION LEGISLATION 


Effective April 15, 1976, The Guarantee Company of North America became subject to Federal Anti- 
Inflation Legislation which places restrictions on profit margins, dividends and employee compensa- 
tion. 

The company believes that its operations for the year have been in conformity with the requirements of 
the Legislation and supporting regulations. 


